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SECURITY PRICES AND THE WAR 
By Roger W. Babson 

Wellesley Hills, Massachusetts 

As to the special problems likely to arise in the United States at 
the close of the European War with respect to security prices, I ask 
you to consider the following determining forces: 

1. The demand for securities, which exists during periods of pros- 
perity and which is especially potent in the early part of a period of 
prosperity. Such demand falls off as the period of prosperity de- 
velops. 

2. The supply of securities, which accompanies a period of pros- 
perity and which becomes especially great during the latter part of 
a period of prosperity. 

S. The attractiveness of securities, from an investment point of 
view, depending both on the earnings of the corporations and the 
condition of the money market. 

4. The scale by which money is measured; — that is, the abstract 
value of money — which depends largely, at the present time, on gold 
movements. 

Of course there are other currents and cross-currents affecting the 
situation, but the allotted time will permit me to speak only of the 
above four. Moreover, for convenience I will subdivide this general 
subject of securities into three groups: namely, stocks, bonds, and 
commercial paper. 

Stocks. — Statistics on bank clearings, new buildings, bank loans, 
foreign trade, railroad earnings, iron production, commodity prices, 
mercantile failures, and almost every other fundamental subject, 
clearly indicate that at the close of the European War we shall be 
at or near the close of the present period of prosperity. Therefore 
the demand for stocks should then be less than at the present time, and 
the supply of stocks should then be greater than is the case at present. 
This should especially be true of the stocks of new corporations which 
have been organized during the past three years, particularly those 
for handling war business. 

As to the attractiveness of stocks from an investment point of view, 
after the war, opinions seem greatly to differ. Many honestly believe 
that the demand for steel, copper, and certain other raw materials 
will be even greater after the war than at present. I, however, do 
not hold this view. Personally, I believe that within twelve months 
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after the war there will be a decline of from 25 per cent to 50 per cent 
in the price of many commodities. History shows clearly that as soon 
as the price of a commodity declines buying at once falls off, and irre- 
spective of current earnings of the company, prices for the company's 
securities decline likewise. People will not buy on declining markets, 
either commodities or stocks. 

Gold movements do not have the marked effect on stock-market 
developments that is generally supposed. If the bringing of gold 
into the country inflates dividends, it likewise deflates the purchasing 
power of dividends. Therefore, inflation should directly make no 
difference in the selling price of the stocks. Indirectly, of course, 
the price of stocks is somewhat increased through gold inflation, as 
it is easier for speculators to borrow money during a period of heavy 
gold imports. If our gold movements after the war are as Mr. 
Roberts has so interestingly suggested, this should tend still further 
toward lower stock prices as peace is discounted. 

Bonds. — The bond market after the war will be largely determined 
by what the foreign countries do concerning their present debt. If 
these nations default on these securities, or if Europe goes on a 
silver basis, then there will be an abnormal demand for the good 
bonds of neutral countries, especially bonds of corporations in the 
United States. In such a case, the prices of our good bonds should 
stiffen. If the war continues from two to three years longer, as some 
members of this Association insist, it is very possible that some of 
the nations will default on their securities, and certain countries go on 
a silver basis. 

The most conservative bankers in New York assure me that the 
war will not continue any such length of time and that there will be no 
default of securities issued by the Allies. If this is so, there may be 
a tremendous demand for long-term money at the close of the war 
and fixed rates for long terms may rule about 5% per cent. This 
would mean that bonds of corporations in this country would sell on 
approximately the same basis. If so, our bonds certainly would not 
go up in price for some time. Statistics seem to indicate that this 
will be the case, if we consider only "demand arid supply" and their 
attractiveness as an investment. 

When considering the effect of inflation on the bond market, there 
can be no argument. Continued inflation results in higher interest 
rates; hence in lower prices for outstanding bonds. Unlike stocks, the 
interest rates for bonds, already outstanding, cannot be adjusted to 
the inflation of the monetary standard. On the other hand, if in- 
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flation means lower bond prices, the deflation which we hear is likely 
to come after the war should mean higher bond prices. Personally, 
however, I feel that the amount of gold that will be exported or im- 
ported during the next few years will not materially affect bond prices. 
The future of taxable bond prices depends on what Europe is to do 
with her debt after the war is over. Concerning this, nobody knows. 
Commercial Paper. — Again, assuming that business will begin to 
wane after the war, the demand for commercial paper should then 
increase, owing to idle funds in the banks ; but the supply of com- 
mercial paper should decrease, owing to slackness of business. 
Concerning the attractiveness of commercial paper after the war, I 
think there will be no material difference compared with its attractive- 
ness today. Good commercial paper is always attractive; poor com- 
mercial paper is never attractive. The price of commercial paper 
after the war will depend on demand and supply. Considering only 
such demand and supply, it looks as if commercial paper rates — 
after the war — would be lower than they are at present. 

When considering our other factor, gold movements, this bears a 
very important relationship to the prices of commercial paper. Com- 
mercial paper is used by the banks to take care of their excess re- 
serves. Commercial paper is the great shock absorber of the banking 
system. Most banks use commercial paper as a reserve fund. Hence, 
when trouble comes, they expect their commercial paper to be paid 
first of all. This is absolutely true of country banks and to a great 
extent of city banks. The gold imports which we have had during 
the past two years have tended toward an excess of money, which 
has resulted in a great demand for commercial paper, and consequently 
rates have been low. If heavy gold exports continue after the war, 
they should reduce the loaning power of the banks and curtail their 
purchasing power of commercial paper. 

The ultimate result of all this will be, in my opinion, that after the 
war, the decreased lending power of the banks, due to gold exports, 
will just about offset their excess money, due to general slackness of 
business. Hence, the keenest buyers of commercial paper feel that 
rates on A-l commercial paper will be practically the same after 
the war as at present. Of course, there will be ups and downs, 
and poor names may sell with greater difficulty; but there should be 
no marked changes for good paper. 

A study of statistics, therefore, leads to the following conclusions 
relative to what is likely to arise in the United States at the close 
of the European War with respect to security prices : 
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1. Domestic stocks are likely to sell at very much lower prices as 
peace is discounted. 

2. Domestic long-term taxable bonds will sell at lower prices if 
the war stops at once, but perhaps at higher prices if the war con- 
tinues two or three years longer. 

3. Barring some catastrophe, such as the United States becoming 
involved, rates for standard domestic commercial paper should con- 
tinue after the war on about the same basis as during the war, with 
of course the usual seasonal variations. 

One other factor which should be mentioned is the non-taxable 
feature of certain securities such as the new farm-loan bonds which 
are about to be issued. Bonds and other securities which are free 
from taxation, both as to income and principal, will continue to be 
in demand after the war and continue to sell at high prices on a low 
basis due to their nontaxable feature. 



